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KEY ECONOMIC INDICATORS: MALAWI 


All values in US$million Average Exchange Rates 

and represent period 1979: US$1.00 = MKO.8169 
averages unless otherwise 1980: US$1.00 = MKO.8172 
indicated 1981: US$1.00 = MKO.9000 


Income, Production, Employment 1979 1980 1981* 1980-1981*%change 


GNP at Current Market Prices 1266.7 1480. : 16.8 
GDP at Current Market Prices 1304.4 1519. ; 16D 
GDP at Constant 1973 Prices 651.2 655. ; 0.6 
1 249. ‘ 12.8 
Gross Fixed Investment 393.8 330. =—59 
Labor Force ('000) 50265 359. N/A 


Index (1970 = 100) of Manufacturing 
Output 220. 223. ; 2:0 


ADMARC Domestic Purchases 
("000 metric tons) 180. 192. : 3.8 


GDP Her Capita (current market prices) 221. 


Money and Prices 
Money Supply 
Inflation Rate 


Balance of Payments and Trade 


Foreign Exchange Reserves 
External Public Debt 
Annual Debt Service (public sector) 
Balance of Payments: 
Exports (f.0.b.) 
U.S. Share 
Imports (c.1.f.) 
U.S. Share 
Balance of Trade 


Reserve Bank of Malawi Financial and Economic Review Volume 

XIII, No. 1, 1981 

Malawi Government Economic Report 1981 

National Statistical Office Monthly Statistical Bulletin, Sept. 1981 
International Monetary Fund 





SUMMARY * 


After a full decade of sustained growth, Malawi's economic 
expansion slowed to a virtual halt in 1980. The combined 
pressures of international inflation and deteriorating terms 
of trade, which inhibited growth in 1980, have continued 
unabated into 1981, resulting in the expectation that little 
or no growth will be experienced this year. 


Malawi embarked on a 5-year development program in 1981. 

The major objectives of this program are to restore internal 
and external balance to the economy. In the external sector, 
this is to be achieved through an increase in the volume of 
exports and a decrease in the volume of imports. In the 
domestic sector, increased taxation and improved pricing 
policies by public enterprises are expected to improve the 
financial performance of the public sector as a whole. In 
addition, government expenditure on investment will be in- 
creased relative to current items. Malawi has been supported 
in this effort by a $65 million standby credit with the IMF 
and a $45 million structural adjustment loan from the World 
Bank. 


is CURRENT ECONOMIC SITUATION AND TRENDS 
A. Gross Domestic Product 


After averaging an impressive 6.7 percent per annum Gross 
Domestic Product (GDP) growth rate in the decade of the 1970's, 
Malawi experienced a growth rate of less than 1 percent in 
1980. This stagnation will most likely continue through the 
end of this year as Malawi seeks to restructure its economy 
to adapt to changing realities on the world economic scene. 
Adverse market conditions for Malawi's primary export commodi- 
ties, drought, inflation and high interest rates, and recession 
in the industrialized countries are the principal factors behind 
the current slump. 


The stagnation extended to virtually all sectors of the economy 
in 1980. The only growth of any significance was a 4 per- 

cent increase in the manufacturing sector, bringing manufactur- 
ing's share of GDP to 13 percent. The largest sector of the 
economy, agriculture, recorded a decline of 1 percent. 


Per capita income in Malawi reached $249 in 1980, an increase 


of 13 percent over the previous year. Per capita income is 
expected to rise further to $280.90 by the end of this year. 


*This report was compiled in 1981. 
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B. Domestic Savings and Investment 


Expenditure on consumption surged 24 percent in 1980 
to $1,348 million, up from $1,090 million in 1979. The 
ratio of consumption to GDP thus increased from 87 percent 
in 1979 to 89 percent in 1980. Gross domestic savings fell 
to 11 percent of GDP; i.e., $170 million. The savings ratio 
now stands at a level little more than half the 20.9 percent 
recorded in 1978. National savings totaled $126 million, 
representing 38 percent of total investment. 


Gross investment amounted to $330 million in 1980, a decline 
of 16 percent from the previous year. The proportion of total 
investment expenditures financed from foreign loans and grants 
remained at about the same level as in 1979 at 62 percent. 


C. Agriculture 


Agriculture remains the dominant factor in Malawi's 
economy, accounting for over 43 percent of GDP and 50 percent 
of paid employment. Ninety percent of Malawi's population 
lives in rural areas and engages in subsistence farming. The 
agricultural sector is responsible for 90 percent of Malawi's 
export earnings. 


Although Malawi has built a reputation for self-sufficiency in 
food production, droughts in recent years have caused a short- 
fall in production of domestic foodstuffs, requiring the expen- 
diture in 1980 of over $30 million for the importation of maize, 
the primary staple. Growing conditions have improved in 1981, 
and a bumper maize harvest is expected. The bulk of U.S.- 
sponsored develoxvmental programs are in the agricultural field. 


D. Crop Performances in 1980; Outlook for 1981 


TOBACCO - Production of all types reached 53.7 million kg 
in 1980, short of the all-time high of 54.1 million kg recorded 
in 1979. The year 1980 was difficult for growers as prices de- 
clined by nearly 16 percent from the previous year. Tobacco 
exports approached $130 million in 1980. Production in 1981 is 
expected to dip slightly to 51.6 million kq. Price in- 
creases averaging 69 percent have been recorded in 1981, how- 
ever, with the most dramatic improvements registered in the 
varieties cultivated by smallholders, Production of flue-cured 
tobacco will decline by 27 percent in 1981 to 19.3 million kg. 
It remains the most popular variety, however, followed 
by burley, of which 19.2 million kg of production are 
expected this year (an increase of 15 percent over 1980). 





As tobacco accounts for 40 to 50 percent of all exports, the 
huge price increases recorded in 1981 will have a significant 
impact on the economy as a whole. The expected increase in 
the value of tobacco export earnings will allow Malawi to 
hold balance of payments slippage to a minimum. 


SUGAR - Sugar replaced tea as the second largest export 
earner in 1980. Due to a 37 percent increase in production 
to 147,423 metric tons and favorable market conditions, sugar 
exports rose to $44.4 million. Production is expected to reach 
167,885 metric tons in 1981, although prices are expected to 
decline sharply. It is expected that by the end of this year, 
Sugar prices will be less than half the peak price of 89.41 
cents per kilogram recorded in October 1980. As most of 
Malawi's 1981 sugar production was pre-sold at 1980 prices, 
the full effects of lower world prices will not be felt until 
1982, when earnings from sugar will fall dramatically unless 
prices rebound. 


TEA - Tea production in 1981 is predicted to reach 32.3 
million kilograms, which would place production on a virtual 
par with 1979 and recoup the decline experienced in 1980 when 
only 29.92 million kilograms were produced. Tea exports in 
1980 amounted to $37 million, a decline of 2.6 percent from 
the previous year. A temporary gain in prices in 1981, com- 
bined with a sizable carry-over stock from 1980, is expected 
to boost export earnings to record levels in 1981. 


GROUNDNUTS - Despite unfavorable climatic conditions, 
groundnut production continued to rise in 1980. Improved 
cultivation and harvesting techniques resulted in a 28 percent 
production increase to 31,300 metric tons. Exports totaled 
$19.5 million, an increase of 77 percent over 1979 and nearly 
two and one-half times 1978 earnings. Further, though less 
dramatic, increases are anticipated in 1981. 


MAIZE - More favorable growing conditions and a price 
increase granted by ADMARC, the Malawian State marketing 
agency for agricultural products, are expected to substantially 
boost 1981 production of maize, the principal smallholder crop. 
Preliminary estimates indicate total production of 2 million 
metric tons in 1981, of which approximately 114,000 metric tons 
will be marketed through ADMARC. This is a significant improve- 
ment over 1979 and 1980, when ADMARC purchases totaled only 
82,200 metric tons and 91,800 metric tons, respectively. ADMARC 
purchases represent the amount of production not used for 
personal consumption. The estimated 1981 figure, aithougn 
almost 24 percent above ADMARC purchases in 1980, is still 
over 6,000 metric tons below the amount of ADMARC purchases in 
1978, the last pre-drought year. 





OTHER CROPS - Production of cotton, rice, pulses, and 
other vegetables increased slightly in 1980. Export earnings 
rose $2 million over 1979 to $9 million. 


E. Manufacturing 


Manufacturing output remained static in 1980. This 
aspect of the manufacturing sector has registered Jittle gain 
Since 1978. The index of manufacturing output showed a 
gain of only 1.5 percent in 1980. This represents a cumulative 
gain of only 1.8 percent over the performance recorded in 
1978. Constraints on domestic borrowing dampen immediate 
prospects of improvement on this front. However, activity 
in the primary processing of agricultural products should 
increase somewhat in 1981 due to expected higher crop yields. 
A 30,000-liter-per-day ethanol conversion plant will begin 
operations by late this year or early 1982. This plant, the 
first of its kind in Malawi, will convert the molasses by- 
product of sugar cane into fuel which can be mixed with standard 
gasoline to make gasohol for use in motor vehicles. 


Manufacturing gains in 1980 were recorded in the domestic 
sector. Food, beverages, and tobacco products registered an 
8.1 percent gain while production of footwear, clothing, and 
textiles declined by 11.8 percent. Goods manufactured for 
export declined by 3.5 percent in 1980. 


F. Building and Construction 


Figures are available only for the "value of buildings 
completed" in the private sector in Lilongwe and Blantyre, 
the two largest cities. This item increased by 30.5 percent 
in 1980 to $23.1 million. This represents a three-fold in- 
crease over 1978. 


Planned construction is down considerably. The "value of plans 
passed" for future construction in both the public and private 
sectors declined by 53 percent from $46.5 million in 1979 to 
$21.8 million in 1980. Further declines are expected as major 
projects reach completion and the economy responds to higher 
interest rates and reduced liquidity. 


Major projects already completed or expected to be by the end 
of 1981 include $8.2 million ethanol plant cited above, the 
100 MW Nkula B hydroelectric power station, and a rail line 
linking Lilongwe with the Zambian border. The $100 million- 
plus Kamuzu International Airport in Lilongwe is not expected 
to be completed until early 1982. 





G. Transportation 


Transportation of goods into and out of Malawi continues 
to be a problem, despite some improvements over last year. 
Landlocked Malawi depends upon the Mozambican ports of Nacala 
and Beira as transit points for almost all of its surface 
shipments. Disruptions of service due to undercapacity, in- 
efficiency, and occasional sabotage occur in both the port 
facilities and rail system, resulting in long delays in 
transiting Mozambique. This situation is expected to con- 
tinue indefinitely, despite externally funded efforts to correct it. 


H. Prices 


Inflation continued its upward momentum in 1980. As 
measured by the Blantyre and Lilongwe retail price indices, 
the inflation rate was 18 percent in 1980, up from 15 per- 
cent in 1979. The inflation rate for 1981 has been running 
at 22 percent, with no sign of abatement at present. In 1980, 
aS well as in 1979, foodstuffs and transport account for most 
of the increase in the cost of living. Moderation in the rise 
of the cost of foodstuffs in 1981 will be more than offset by 
large increases in the cost of clothing, transport, and house- 
hold goods and services. 


I. Employment and Wages 


Paid employment is estimated to have risen in 1980 to 
359,690, an increase of 2.1 percent over 1979. Monthly earnings 
averaged MK 39.90 ($48.09) across the spectrum of employment. 
The 50 percent of workers not involved in agriculture earn 
roughly double the average wage. Agricultural workers earn 
about $18 per month. Employees will continue to lose ground 
to inflation in 1981 and 1982 as wage hikes are expected to 
be held to a minimum to promote the development of labor- 
intensive industry. 


J. Balance of Payments 


Malawi's balance of paymentssituation improved somewhat 
in 1980. However, the improvement was due in large part to 
the fact that transportation problems encountered in 1979 re- 
sulted in large carryovers of exportable items to 1980, there- 
by reducing significantly the deficit in the merchandise trade 
account (imports valued at f.o.b.) from $80 million in 1979 
to $46.5million in 1980. The deficit in the service accounts 
showed some improvement also, with the deficit decreasing 
from $164 million in 1979 to $157 million in 1980. 





Net transfers increased significantly to $65 million (up 
from $36 million in 1979( to bring the current accounts 
deficit to 138.5 million. Capital inflow amounted to 

$133 million in 1980, up substantially from 1979. The 
Reserve Bank of Malawi, which uses gross reserve figures 

to compute the balance of payments, reported a small BOP 
surplus of $9 million for 1980. The International Monetary 
Fund, uSing net reserve figures, computed a 1980 BOP deficit 
of $23.5 million. Gross official reserves stood at $72.3 
million at year's end, the equivalent of 2 months of imports. 
Net reserves were a negative $40 million. 


and Debt Service 


External public debt continued to grow in 1980, 
reaching $616.2 million, an increase of 26 percent over the 
amount reported in 1979. Debt is expected to show a further 
rise in 1981, expanding to nearly $800 million. This expan- 
sion of public debt, coupled with risSing interest rates, 
boosted debt service payments to 20 percent of the value of 
exports in 1980. The debt service ratio has increased to 
27 percent this year and is expected to rise further still, 
to 29 percent in 1982, constituting an ever-increasing 
burden on the economy. 


In June of 1981, the World Bank approved a $45 million IBRD 
structural adjustment loan to Malawi. The loan is to be dis- 
bursed in two tranches, $25 million already drawn in July and 
$20 million to be drawn after a World Bank review of government 
compliance with the terms of the loan (the performance of the 
Government of Malawi has been such that it is expected that a 
drawdown of the second tranche will be approved. ) 


Trade Balance and Terms of Trade 


Malawi registered a deficit in the visible balance of 
trade (imports valued at c.i.f.) for the fifth consecutive 
year in 1980. The deficit of $143.1 million was a slight 
improvement over 1979's figure of $165.3 million. Preliminary 
1981 figures indicate, however, that this improvement will be 
lost as this year's deficit rises to $174 million. 


Malawi suffered another setback in 1980 in its terms of trade 
(the unit value of exports divided by the unit value of imports 
multiplied by 100). The unit value of imports increased by 
31.1 percent while the unit value of exports gained only 4.5 
percent. As a result, the terms of trade index plunged from 
66.6 in 1979 to 53.11 in 1980. This index may begin to stabi- 
lize as world oil prices soften, but improvement will depend 
upon demand for Malawi's export products. 





M. Exports 


Historically, Malawi has been dependent upon the sales 
of tobacco, sugar, and tea for the bulk of its export earnings. 
These three commodities accounted for 76 percent of total 
domestic exports in 1980, down from 84 percent in 1979. 
Malawi also exports groundnuts, cotton, rice, coffee, tung oil, 
and pulses. Groundnut exports rose significantly in 1980, 
accounting for 7 percent of total earnings. 


Overall, the total value of exports rose 26 percent in 1980 

to $292.7 million. This increase was due mainly to increased 
volume as the unit value of exports increased marginally (see 
above). In addition, a large portion of the increase in volume 
is due to transport disruptions in neighboring countries, which 
resulted in carryovers of commodities intended for 1979 export 
to 1980. The outlook for 1981 is for a slight increase in the 
value of exports to $301 million. 


Malawi managed to broaden its markets somewhat in 1980. The 
share of exports destined for the United Kingdom declined from 
44 percent of the total in 1979 to 30 percent in 1980. The 
U.S. share of exports jvnped to 17 percent ($48 million), up 


from only 8 percent in 1979. Other major buyers of Malawi 
exports include the Netherlands (9 percent), West Germany 


(8 percent), and Zimbabwe (5 percent). 


N. Imports 


Imports increased by almost 10 percent in 1980. The entire 
amount of this increase is due to inflation as the actual 
quantity of goods imported declined by 8.5 percent while prices 
rose by an average of 22 percent. A further increase of about 
9 percent is expected in the value of 1981 imports, with the 
bulk of this increase also being attributable to inflationary 
pressures. 


The rate of increase in the price of imported petroleum products 
(14 percent of total imports) declined from 42 percent in 1979 
to 23 percent in 1980. Petroleum imports actually declined in 
price in early 1981, but this savings was more than negated by 
increases in the prices of other imported products. Nearly 

half of all imports are accounted for »y products in four BTN 
categories - boilers, machinery, and techanical appliances; 
vehicles; iron and steel and articles thereof; and fuels. The 
next 20 percent of Malawi's imports were electrical Machinery 
and equipment; fertilizers; paper articles; and synthetic fibers. 





Malawi's leading supplier of imported goods is the Republic 
of South Africa, which supplied 37 percent of 1980 imports. 
Other leading suppliers are the United Kingdom (18 percent), 
Japan (7 percent), West Germany (5 percent), and the Nether- 
land (4 perc2nt). The U.S. share of Malawi imports in 1980 
was 3 percent ($15.3 million). 


O. Budget 


The budget of the Government of Malawi for the April 
1981 - March 1982 fiscal year indicates that expenditures 
will rise by a modest 3.5 percent to MK 392 million. Due 
to a 10 percent depreciation in the Malawi Kwacha-to-Dollar 
exchange rate, government expenditures actually decline by 
6 percent when expressed in U.S. dollar ($435.6 million). 
Government receipts will amount to only MK 268 million ($298 
million), resulting in a combined recurrent and development 
accounts deficit of MK 124.09 million ($137.6 million). 
This compares with a deficit of $140.7 million recorded in 
1979. Only $22 million of the projected deficit is attri- 
butable to the recurrent account. The remainder, $115.6 
million, is due to shortfalls in the development account. 
The deficit is expected to be covered by $13 million in 
commodity aid, the $45 million World Bank structural adjust- 
ment loan, and other foreign loans. 


Of total recurrent account expenditures of $262.3 million, 
the largest outlay (30 percent of the total) is $79.5 million 
for public debt charges. Other major budget items are educa- 
tion, health, housing, and community development (19 percent) 
and security and justice (17 percent). 


The development budget is dependent on availability of donor 
grants and borrowing. The years 1981 and 1982 mark the beginning of 
a 5-year development program embarked upon by the government. 
The Government's decision to give priority to the sectors of 
agriculture and health/education is reflected in an alloca- 

tion of $44 million to the former (up 35 percent) and $42 
million to the latter (up 100 percent) out of a total budget 

of $173.3 million. The largest item in the development budget 
remains transport and communications at $57 million. This is 
down 30 percent from last year. Construction and urban develop- 
ment expenditures will drop 62 percent to $13 million as major 
projects are completed and priorities focus away from this area. 


P Political Situation 


Malawi has a well-deserved reputation as an island of 
Stability in a turbulent region. Malawi has been governed 
by Life President H. Kamuzu Banda and the Malawi Congress 
Party since Independence in 1964. The Government has a long- 
standing policy of encouraging foreign investment and trade 





and is committed to a free enterprise system. These policies 
can be expected to be continued for the foreseeable future. 


II. IMPLICATIONS FOR THE UNITED STATES 


The best prospect for U.S. firms interested in doing 
business in Malawi is in the supplying of materials, equip- 
ment, and technology for the nearly $2 billion allocated for 
development projects in the Government's 5-year develop- 
ment program. Primary opportunities will be in programs 
funded by USAID, the World Bank, and the African Development 
Fund,which specifically encourage bids of U.S. origin. The 
following projects are under consideration at the present 
time: expansion of city water supply, sewage and sanitation 
facilities, and rural piped water, $30 million in all; planting 
of firewood plantations, $16.3 million; continuation of rural 
development projects, $20 million; expansion of secondary 
school facilties and teacher training, $31 million; and 
assistance to the Investment and Development Bank of Malawi, 
$5 million. Private industrial projects under consideration 
include a cement plant, a fertilizer plant, and a glass works. 
Opportunities also exist in construction of tourist hotels 
and low-cost housing and commercial financing for public and 
private institutions. 


Continuing sales opportunities exist in supplying materials 
and equipment for the tobacco, tea, and sugar estates as well 
as general small-scale agricultural goods. U.S. firms have 
also been successful in exporting chemicals, construction 
equipment, motor vehicles, and light aircraft to Malawi. 


The Malawi Government actively encourages foreign investment, 
particularly in agro-industry, import substitution, and labor- 
intensive industries. Firms are required to be licensed by 

the Government, which offers incentives such as exclusive pro- 
duction rights and liberal depreciation allowances. Local 
participation in new enterprises is encouraged where a foreign 
interest is present. The Agricultural Development and Marketing 
Corporation (ADMARC), the Malawi Development Corporation (MDC), 
and Press Holdings, Ltd., are the major firms with sufficient 
resources to participate in such ventures. The basic corporate 
tax rate is a flat 45 percent of net profit. Repatriation of 
capital and profits requires prior government approval, but 

this has not been difficult to obtain to date. There are no 
restrictions on payments and transfers for current international 
transactions. Import licenses are required only for purchases 
from non-GATT member countries and for a small selection of 
designated goods. The Reserve Bank of Malawi must authorize 
foreign exchange needed for imports. All OPIC programs are 
operative, as is a U.S.-Malawi double taxation agreement. 





Given the limited size and potential of the Malawi market, 
opportunities for import substitutions are scant and, for the 
most part, have already been realized. Nevertheless, there 
are still opportunities for the sale of equipment for agro- 
industry and food processing. There may also be a market in 
the future for equipment for coal, uranium, and bauxite mining. 


Personal contact with Malawi buyers can be an important factor 
in increasing American sales. A visit to Malawi as part of a 
Southern Africa regional trip would therefore be useful. 
Visitors are invited to visit the Embassy while in Malawi. 

The Embassy staff will endeavor to facilitate appropriate 
local contacts and provide current economic and commercial 
information. 





